The pension landscape in the U.S. has changed dramatically over the past 25 years. Saving through personal retirement accounts has become the principal form of retirement saving. We document the transition from a defined benefit system to a personal account system and show the effect it has had on wealth at retirement. We summarize results from other research we have done to project the growth of retirement assets over the next three decades. Our projections suggest that the advent of personal account saving will increase wealth at retirement for future retirees across the lifetime earnings spectrum. The leading edge of the baby boom generation will reach retirement age in the next few years. Younger members of this generation will continue to retire through about 2030. These retirees will face a very different pension landscape than their parents. Persons retiring before the early 1980s relied heavily on Social Security and employer sponsored defined benefit (DB) pension plans for support in retirement. Those retiring since then have accumulated a mix of wealth in Social Security, DB plans, and various personal retirement accounts, including 401(k)s, IRAs, and similar plans. Balances in these personal account plans for recent retirees are often modest because the retirees were only able to avail themselves of these plans late in their careers.
The leading edge of the baby boom generation will reach retirement age in the next few years. Younger members of this generation will continue to retire through about 2030. These retirees will face a very different pension landscape than their parents. Persons retiring before the early 1980s relied heavily on Social Security and employer sponsored defined benefit (DB) pension plans for support in retirement. Those retiring since then have accumulated a mix of wealth in Social Security, DB plans, and various personal retirement accounts, including 401(k)s, IRAs, and similar plans. Balances in these personal account plans for recent retirees are often modest because the retirees were only able to avail themselves of these plans late in their careers.
Future retirees will reach retirement with a very different mix of assets, as DB plan coverage continues to decline and personal account plan coverage continues to grow. This paper considers the effect of the changing pension landscape on the wealth of future retirees. The paper is divided into six sections.
The first describes the changing pattern of contributions to pension plans over the past 25 years. Section 2 tracks the enormous increase in pension assets over this time period. The third section considers changing participation behavior in pension plans. We emphasize in these three sections the growth of personal retirement accounts and the decline in DB plans. In section four we discuss the evolving features of 401(k)-like plans and how they compare with DB plans. We also consider some of the more subtle changes within the 401(k) sector that have occurred since the inception of 401(k) plans in the early 1980s. The fifth section summarizes our recent work on projecting the wealth of future retirees. We project the 401(k) assets of future retirees and consider how the evolution of the 401(k) system is likely to affect the retirement wealth of future retirees with different levels of lifetime earnings. There is a brief conclusion.
The Growth and Changing Mix of Pension Contributions
We show first the growth and changing mix of dollar contributions to pension plans and then consider contributions as a percent of wage and salary earnings. We also distinguish contributions to private plans, to federal government plans, and to state and local government plans. The contribution rate in the federal sector is much higher than the contribution rate in the private sector. The difference between the contribution rates in the private and public sectors is likely explained in large part by differences in coverage and in plan generosity. Coverage is nearly universal in the federal sector and over 90 percent in the state and local sector, but less than 50 percent in the private sector. Thus, all else constant, the ratio of contributions to earnings should be twice as high in the public sector as in the private sector. Moreover the generosity of employer plans is much greater in the public sectors. Another factor that affects contributions in a particular year is whether employers are required to or choose to pay down unfunded liabilities. A spike in contributions to private DB plans is clearly evident in Figure 1 -4 for 2002 and 2003 as firms were legally obligated to increase contributions to offset the decline in equity prices. Purcell (2003) explains that in the federal sector current contributions must not only fund the "new" (fully funded) FERS program, but must also pay off obligations of the "old" CSRS program which has substantial unfunded liabilities.
The pension contribution rates in the private sector reveal the transition from a pension system dominated by employer-provided DB plans to a system composed primarily of personal retirement accounts of which the 401(k) plan is the most important. The contribution rates also highlight the much greater generosity of government plans compared to private sector plans. The pension contribution rate for federal plans is perhaps four times as large, and that for state and local governments twice as large, as that for private plans.
The Growth Pension Assets
The foregoing evidence suggests that aside from the years of fully- This increase in retirement assets can also be seen in the micro data. The data from the Form 5500 reports that we have used to track contributions and assets are not helpful for studying overall trends in participation. They report the number of active participants in each pension plan offered by each employer. Since many employers offer more than one pension plan to their employees, most commonly a DB and a 401(k), the total number of active participants in the Form 5500 may double-count many employees. Buessing and Soto [1996] 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 The double-counting problem does not prevent the use of the Form 5500 data to study trends in participation in each type of pension since employers typically offer each worker at most one DB plan and one personal account plan. Benjamin [2003] estimates that about 30 percent of 401(k) assets in 1991 were originally contributed to traditional DC plans. Gale, Papke and VanDerhei [2005] estimate that between 23 and 41 percent of existing 401(k) plans in 1989 had been converted from previously existing DC plans. 
The Evolving Features of Personal Retirement Plans
There has been a transition from employer-provided DB plans to personal retirement accounts in the private sector. The proportion of personal accounts has also grown in the federal and in the state and local sectors. We now consider several other evolving dimensions of the transition and their implications. The next section considers how the transition will affect the retirement wealth of future retirees.
There has been a great deal of concern in the press and elsewhere that the rise of 401(k) plans exposes workers to financial market risks that they would not face in a traditional DB system. Indeed, the perceived risk of 401(k) portfolios has been increasing in recent years. This job change or turnover risk of DB plans was emphasized by Kotlikoff and Wise [1989] . Whether the transition from DB plans to DC-like plans increases risk exposure depends on the relative magnitudes of job-change risk and market risk. Several recent studies have directly addressed this question. The role of DC plans within the DC sector has also changed over the past two decades. Early adopters tended to be large firms with pre-existing DB plans.
The data in Table 4 -1 show that in the early years over three-quarters of 401(k) participants also had a DB plan. As 401(k) plans spread to smaller firms, fewer new participants were also covered by a DB plan; the 401(k) plan was the sole plan. Perhaps the most important question about future 401(k) plan growth is the extent to which 401(k) plans will continue to be adopted by small firms. The projections discussed in the next section incorporate assumptions about the future spread of 401(k) plans. The realized diffusion of these plans, however, will depend importantly on government legislation and institutional arrangements that might facilitate the adoption of plans by small firms. Finally, the investment options available to 401(k) participants are evolving rapidly. Recent legislation has greatly reduced the role of employer stock as an investment option and encouraged plan sponsors to diversify investment offerings. More and more plans are offering "life-cycle" or "target-retirement" funds that maintain a well-diversified investment mix that is intended to be appropriate for the participant's age or retirement date. Poterba, Rauh, Venti, and Wise [2006a] suggest that these plans have the potential to either reduce risk or increase returns for some participants, depending on the investment options that otherwise would have been available. The PPA of 2006 enables plan sponsors to offer such funds as "defaults" for participants.
Projections of Future 401(k) Wealth
We now consider how the future spread of 401(k)-like plans will affect the retirement wealth of future retirees. The results are drawn from Poterba, Venti, and Wise [2007a,b,c,d] , which explain our method and underlying assumptions in detail. We project future 401(k) participation rates based on historical data from the Survey of Income and Program Participation (SIPP). These data organized into cohort format are shown for persons in selected cohorts in Figure 5 -1, where the cohort age "XX" in 1984 is identified as "CXX". Such data cannot be directly extrapolated to project participation rates for a given cohort in subsequent years.
We assume that participation continues to grow in the future, but that it grows more slowly than in the past. The maximum participation rate attained is under 60 percent for all but the five cohorts that retire between 2035 and 2040. For those groups, the latter cohorts the projected participation rate attains 75 percent in some in instances. We have projected the average 401(k) retirement assets of families who will attain age 65 between now and 2040. We have also considered how the advance of 401(k) plans will affect future wealth for families with different levels of Social Security wealth. We group families by Social Security wealth because a large fraction of households now rely primarily on Social Security benefits for support in retirement and we want to understand how these families in particular will be affected by the spread of 401(k) plans. The results reported here are taken for the most part from Poterba, Venti, and Wise [2007d] .
5-1. 401(k) participation for persons in 9 cohorts
For comparison, we tabulate the composition of household wealth for households between ages 63 and 67 in 2000 in the HRS. We do not show the detail here, but a striking feature of these data is the relationship of assets at retirement to "lifetime earnings." Figure 5 -2 shows the ratio of dedicated retirement assets (the sum of DB, 401(k), SS, IRA, and Keogh assets) to lifetime earnings for households in each Social Security wealth decile. It also shows the ratio of total wealth to lifetime earnings. There is little variation across deciles and no systematic increase in total wealth with rising Social Security wealth. 
Summary
Over the past 25 years, personal retirement accounts have become the principal form of retirement saving in the United States, especially for persons who have entered the labor force during this period. While today most contributions to pension plans are to personal retirement accounts, three decades ago most contributions were to employer-provided defined benefit plans. We have described these past changes in the pension landscape, projected future changes, and considered how these changes will affect the wellbeing of future retirees.
We emphasize three key findings. First, the total value of assets in retirement accounts has increased substantially since 1980. Assets in all retirement accounts increased from about 71 percent of NIPA wage and salary earnings in 1980 to 261 percent in 2005. Thus there has already been a very large increase in the accumulation of saving for retirement. Although the demographic structure of the population today is different from that in 1980, and this means it is not possible to simply compare the aggregate ratio of retirement wealth to labor income, the increase in the "wealth-to-income" ratio suggests an increase in the capacity to replace pre-retirement income over this period.
Second, the proportion of employees covered by at least one pension plan has remained about the same over the past 25 years, but the proportion covered by more than one plan has increased substantially. The future spread of 401(k) plans and the participation rate of eligible employees will likely depend primarily on the adoption of plans by small firms that currently do not offer pension plans and by employers' adoption of plan features such as automatic enrollment and default options that encourage participation.
Third, the projections of Poterba, Venti, and Wise [2007b] show that 401(k) assets will increase enormously over the next three decades. The sum of Social Security wealth and 401(k) assets held by households that reach retirement age in 2040 will be at least twice as large (in real dollars) as the sum 
